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Medtréhic isa g]qba'ij!é‘ader in ‘me‘d .
how technology is used in the mai

yi»élds‘bu‘niq‘ue insight into a rangé of therapel
including heart and vascular‘diﬁea’sés",'diabéte's,:heu olog
isorders, and spinal conditions. This breadth of offerings,
_combined with our years of exper‘énte, allows us to deliver
 therapies that are trénéfd‘rrﬁihg the treétmént of chronic
. disease and changihg the lives of more than 7 'minjo‘n |
patients worldwide each yea .

Medironic is headquartered in Minheapolis, Minnesota;
serve patients and physicians in 120 countries through
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Financial HIGHLIGHTS Ve T,
(TS {'w ‘w‘%’h%?
§ ¥
fj Jéj@i 7 ‘
Lw I 2oy
3“?{?5[ -
\ ‘?éff{}‘f;@ ; § Fiscal Year
(dotlars in millions, except per share data) Q”“‘imzf’f’i\? e . 2006 2007 2008 2009 2010
= T
Net sales %‘*\%; 11,292 $12,299 $13,515  §$14,599 $15,817
Net earnings 2,519 2,703 2,138 2,070 3,099@
Special charges, restructuring charges, certain litigation charges, net, in-process
research and development (IPR&D) and certain acquisition-related costs,
non-cash charge to interest expense due to the change in accounting rufes
governing convertible debt, and certain tax adjustments™ (net of income taxes) 164 94 835 1,213 478
Net earnings excluding special charges, restructuring charges, certain
p litigation charges, net, IPR&D and certain acquisition-related costs,
1 non-cash charge to interest expense due to the change in accounting
rules governing convertible debt, and certain tax adjustments 2,683 2,797 2,973 3,283 3,577@
Diluted earnings per share, as reported 2.07 2.32 1.87 1.84 2.79@
>/ Special charges, restructuring charges, certain litigation charges, net, IPR&D and
; certain acquisition-related costs, non-cash charge to interest expense due to
the change in accounting rules governing convertible debt, and certain tax
adjustments per diluted share 0.13 0.09 0.73 1.08 0.43
Diluted earnings per share excluding special charges, restructuring charges,
certain litigation charges, net, IPR&D and certain acquisition-related costs,
non-cash charge to interest expense due to the change in accounting rules
governing convertible debt, and certain tax adjustments 2.20 241 2.60 2.92 3.22
Dividends per share 0.39 0.44 0.50 0.75 0.82
Return on equity 24.6% 25.1% 18.2% 16.5% 22.3%
Research and development expense $ 1,113 § 1,239 $ 1,275 S 1,355 § 1,460
Closing stock price 50.12 53.60 49.42 29.58 43.69

(1) See Notes 2, 3,4, 5, and 14 to the consolidated financial statements for further discussion.

(2) Net earnings and diluted earnings per share increased by 50 percent and 52 percent, respectively, over the prior year. After adjusting for the impact due to special
charges, restructuring charges, certain litigation charges, net, IPR&D and certain acquisition-related costs, non-cash charge to interest expense due to the change
in accounting rules governing convertible debt, and certain tax adjustments, adjusted net earnings per share increased 9 percent and 10 percent, respectively, over

the prior year.
Diluted Earnings Net Sales Research and Closing Stock Price
Per Share (dollars in bifiions) Development Expense (in dollars)
(in doflars) {dollars in biflions)
$3.50 516 $60
300 50
250 12
40
200
8 30
150
20
1.00
4
0.50 10
; 07 08 09 10 06 07 08 09 10 06 07 ‘08 09 ‘06 '07 08 09 10
t’ S-year CAGR* 9.5% S-year CAGR* 8.9% 5-year CAGR* (3.7)%
w8 Excluding special charges, restructuring charges, certain litigation charges, net, IPR&D *Compound Annual Growth Rate

and certain acquisition-related costs, non-cash charge to interest expense due to the
change in accounting rules governing convertible debt, and certain tax adjustments
B8R As reported
5-year CAGR* for diluted earnings per share, as reported 13.7%
S-year CAGR* for diluted earnings per share, excluding special charges, restructuring charges,
certain litigation charges, net, IPR&D and certain acquisition-related costs, non-cash charge
to interest expense due to the change in accounting rules governing convertible debt, and
certain tax adjustments 11.6%






CEO Bill Hawkins (left) shows Medtronic co-founder Earl Bakken that his legacy of innovation continues with one of our newest therapies—

a replacement heart valve delivered via catheter, making surgery much less invasive.

As we head into fiscal year 2011, our pipeline of innovative
new products has never been fuller. We plan to launch more
than 60 new products around the world over the next two
years, including CryoCath for atrial fibrillation; Protecta ICD
with proprietary shock-reduction; Solera, a state-of-the-art
posterior fixation system for spinal surgery; AMPLIFY, a bone
morphogenetic protein therapy for posterolateral spinal
applications; Comfort Sensor for continuous glucose moni-
toring; Resolute and Integrity, two innovative coronary
stents; RestoreSensor, a neurostimulator that automatically
adjusts stimulation based on body position and activity; and
InterStim for fecal incontinence in the United States.

Innovation at Medtronic could originate from an employee
who has a bold idea, a physician who strives daily to improve
patient lives, or a partnership we share with leading hospi-
tals and universities. There are thousands of people in our
industry working together to develop new therapies, and
we're all part of an exciting revolution happening across
healthcare.

This revolution is driven by the rapid convergence of innova-
tive technologies across the engineering, life, and information
sciences—and Medtronic sits at the epicenter. Through our
combination of diagnostic, therapeutic, and monitoring
technologies, we now have the ability to treat and manage
disease along the entire continuum of care and change the
way healthcare is delivered.

Justimagine a world where one day many of the most debil-
itating chronic diseases are managed systematically, com-
prehensively, and even remotely, as patients, physicians, and
hospitals are connected in a seamless web of wireless tech-
nology. Or imagine a day when many of today's invasive

surgical procedures will be routinely performed on an
outpatient basis. Advances like these are not far away. They
are already empowering patients, reducing healthcare costs,
and providing solutions across the globe to meet society’s
most pressing healthcare challenges.

A critical source of this innovation is our collaboration with
the industry’s best and brightest physicians. One key area
where we extended our leadership was through greater
transparency of these important relationships. The trust and
confidence in our industry is at stake, and we will help
rebuild this trust by continuing to demonstrate our leader-
ship in matters of ethics and integrity.

To that end, we were among the first healthcare companies
to make our consulting payments to doctors transparent.
Early in fiscal year 2010, we announced plans to voluntarily
disclose all consulting payments to our physician partners
on Medtronic's website. I'm pleased to report that as of May
31, 2010, the Physician Collaboration Section of our website
went live. We encourage others in the industry to provide
similar information to help patients make more informed
decisions about their healthcare.

Global growth

We are committed to making a sustained, global impact in
the fight against chronic disease. Currently, Medtronic derives
about 41 percent of our revenues outside of the United
States. Given that 95 percent of the world's population resides
outside the United States, and that chronic disease is the
leading cause of death globally, we know we must continue
to expand our presence in rapidly growing global markets.
We must become a truly “boundaryless” organization.



Antoinette Walters, shown here and on the cover, had
such a severe lumbar scoliosis that the pain incapaci-
tated her, and the deformity was progressively getting
worse. Then she underwent spinal fusion surgery using
Medtronic spinal products to correct the alignment.
Today, Antoinette’s spine is much straighter, her pain
is virtually gone, and she is several inches taller.”

* Individual patient results may vary.

In order to more effectively address key differences in
global markets, we recently modified our strategy for
global growth. Rather than define our business in terms of
United States and international markets, we will now focus
and organize our resources around developed markets and
emerging markets.

In the developed markets, including the United States, our
focus will be on rapid innovation of technologies that have
the potential to impact some of the world's most difficult-to-
treat chronic diseases, while continuing to reinforce and
build the body of evidence that will make them the standard
of care. In emerging markets, such as China, India, Brazil,
Russia, and the Middle East and Africa, our focus will be to
build the distribution, training, education, and other health-
care infrastructure needed to ensure greater access to our
products and therapies.

Going forward, our success will be driven by leveraging what
is already the strongest global footprint in medical technol-
ogy. Currently, we have more than 16,000 people located
outside the United States, serving physicians and patients
in more than 120 countries. We recently opened new state-
of-the-art facilities in Singapore, Russia, lreland, Canada,
Brazil, and Mexico. This geographic diversity, along with our
broad, diversified product portfolio, gives Medtronic incred-
ible strength and competitive advantage.

Global health; global citizenship

In September 2011, the United Nations General Assembly
will, for the first time ever, hold a summit on noncommuni-
cable disease. This unprecedented event is extraordinary in
recognizing the growing burden of chronic disease around
the world, especially in developing nations.

As a global leader in medical technology and a company
dedicated to corporate citizenship, we applaud this action
and stand committed to contribute. With unmatched
urgency, we are aligning our people, our products, and our
giving to improve the way people with chronic disease are
cared for around the world—no matter where they live or
what their economic status.

Through the Medtronic Foundation, we invested nearly $30
million worldwide in fiscal year 2010 to educate healthcare
professionals in countries that lack critical infrastructure; sup-
port leading patient advocacy groups in Europe, Japan, and

North America; and fund programs that will help generate
the next generation of healthcare innovators. We nearly
tripled donations of our life-saving products from $6.8 mil-
lion in fiscal year 2009 to $18 million in fiscal year 2010.

For example, we donated nearly $900,000 in medical devices
and surgical supplies to relief efforts in Haiti following the
catastrophic earthquake that devastated the country. These
donations were part of our $2.1 million total contribution
to the effort. In addition, hundreds of employees packed
meals, provided on-site medical care, and made their own
financial contributions.

This fiscal year in the United States, we will triple the
Foundation’s resources to improve survival rates from sudden
cardiac arrest, which kills more Americans annually than any
other disease. We never forget that the very nature of our
products makes corporate citizenship our business.

Qur people: innovators for life

At the heart of Medtronic’s innovation are the people who
generate ideas and bring them to life in the form of a new or
improved product or therapy. The power of our employees
cannot be overstated; they devote their lives, every day, to
improving the lives of others. They make our Mission more
than words on a page by proudly living the Mission through
their every action. It is with humble gratitude and great
pride that | wish to thank all of them for their continued
dedication, commitment, and passion.

In the year of the 50th anniversary of our Mission, we have
never been more focused on or more dedicated to achiev-
ing our goals. Our pipeline has never been more robust, our
balance sheet more strong, our leadership team more
aligned, or the time more right to change the way that
healthcare is delivered. Our global depth and breadth and
unrelenting focus on innovation will continue to distinguish
us through these challenging, but opportune, times.

Sincerely,

LQ o A

William A. Hawkins
Chairman and Chief Executive Officer
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MRI Benefits

Magnetic resonance imaging offers a level of detail and clarity not
offered by other imaging approaches, which is why many heaith-
care professionals consider it to be the optimal imaging approach.
MRI allows doctors to see internal organs, blood vessels, muscles,
joints, tumors, and areas of infection without X-rays or surgery, and
without exposing the patient to any ionizing radiation. Without
access to MRI, patients may not be receiving optimal clinical care,
and diagnosis and treatment of serious medical conditions may

be delayed.

How MRI Works
The MRI machine creates a magnetic field, sends radio waves
through the body, then measures the response with a computer,

creating an image of the inside of the body.

Life-Saving Serendipity

A simple cataract surgery led to a series of events that ultimately
saved Len Reed’s life. “l went in to have a cataract removed, which
is just day surgery,” said Len, a retired sales representative who
now travels for fun with his wife. “The doctors noticed that
my heart rate was quite low, so they took me by ambulance to a
hospital. After a series of tests, they said | needed a pacemaker.
They asked if I'd like to be part of a Medtronic clinical study
testing a new pacemaker that can be used in MRl machines.*
[ didn’t think I'd ever need an MRI, but thought it could help
other people, so | said, ‘Sure.” A few months later, | had a routine
MRI for the study and suddenly my doctor called. The MRI found
a spot on my kidney. They did more tests and it was cancet, so
they removed my kidney. A month after that, | celebrated my 80th
birthday with my family at a Cincinnati Reds baseball game.
Amazing. | think all those things happened for a reason.”*

*Not approved for marketing in the United States.

**ndividual patient results may vary. 7
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(far right) collaborate regularly with neurosurgeon Dr. Ali Rezai (far left) and psychiatrist
Dr. Donald Malone Jr. who worked together at Cleveland Clinic. “We each bring different strengths
to the table,” said Stypulkowski of their work to develop DBS for treating psychiatric disorders.

Medtronic Distinguished Scientists Mark Rise, Ph.D., (second from left) and Paul Stypulkowski, Ph.D.,  This post-operative X-ray shows the target area

for delivering DBS therapy to treat obsessive-
compulsive disorder (OCD). The targets for
treating Parkinson’s disease, essential tremor,

“The medical doctors understand the clinical and surgical perspective, and neuroscience related to and dystonia are all within centimeters of the

the disorders. We understand the technology and how to apply it for their clinical needs.”

team that worked with the pair to fully develop DBS for
movement disorders. “"However, it was very difficult to find
exactly the right spot in the brain. To help qualify locations,
surgeons would stimulate various parts of the brain, and
when the tremors stopped, they knew that was the area
to ablate,” Rise explained. “The doctors made the connection
to use chronic stimulation as the therapy, not just the tool to
identify the location in the brain.

In the late 1990s, Belgian neurosurgeon Prof. Bart Nuttin
made a similar connection for treating severe OCD, which
also was historically treated by lesioning a portion of
the brain.

“Prof. Nuttin's early investigations with DBS to treat OCD
caught the attention of psychiatrists and neurosurgeons
from other leading institutions. Medtronic helped bring
these physicians together as a collaborative working
group to support the pursuit of DBS applications for
severe psychiatric conditions,” said Paul Stypulkowski, Ph.D,,
Medtronic Distinguished Scientist. The collective work
of these researchers resulted in Medtronic DBS Therapy
being FDA-approved for severe OCD** the first commercial
use of DBS for a psychiatric indication.

**\fledtronic Reclaim DBS Therapy for OCD is approved under a Humanitarian
Device Exemption (HDE).

OCD target.

Now, the group is exploring DBS to treat depression. “While
DBS therapy for OCD is intended to treat the severe anxiety
associated with OCD, a noticeable benefit in some patients
was mood improvement and a reduction in depressive
symptoms,” Stypulkowski said. “After this was observed, we
worked with several leading researchers in this area to
explore the potential for DBS in depression. We started by
supporting small trials in collaboration with physicians. Since
then, we've taken what we learned from that experience to
develop a well-designed clinical trial as part of our intention
to pursue this indication.”

One of the team members, Dr. Donald Malone Jr, Director of
the Center for Behavioral Health at Cleveland Clinic, appreci-
ates Medtronic’s unique approach to collaboration. “"With
Medtronic, we actually work with scientists. Were not being
asked by a business person how many of these we think we
can sell. We're being asked by technical people to discuss
the pros and cons of various stimulation parameters and
electrode placements. This is true scientific collaboration.”
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Dr. Lawrence Lenke, one of the world’s foremost leaders in spinal deformity surgery, uses a Medtronic surgical navigation tool to help him place

screws during spinal fusion surgery.

“Before | started using Medtronic surgical navigation tools
during spinal fusion surgery, | would close up the patient
and then do a CT scan after surgery to see if the screws were
placed in the right location,” said Dr. Lawrence Lenke,
Professor of Orthopaedic Surgery at Washington University
School of Medicine in St. Louis, Missouri. “If not, we'd have
to occasionally return to the OR, which was costly and
inconvenient for everyone involved, especially the patient.

“With Medtronic’s surgical navigation systems,” he said, ‘|
can see the exact location, so | have visual confirmation that
the screws are in the right position.”

Even more important than avoiding a repeat surgery is
avoiding damage to surrounding anatomy, another benefit
of our navigation, imaging, and intraoperative monitoring
toals. “Placing screws accurately in the spine is a huge safety
issue,” Dr. Lenke said. “I'm working within a millimeter of vital
structures, including the spinal cord and nerves exiting from
it, along with large blood vessels directly outside the verte-
brae. | can't be wrong.”






Lisa Shafer, Ph.D., is part of a team of Medtronic scientists working on delivering medications directly to the brain. They hope to understand the
potential for therapies that may be able to stop the neurodegeneration associated with debilitating diseases like Alzheimer’s.

"Some current clinical trials are investigating intravenous
injection of therapeutic antibodies, with the goal of neutral-
izing and/or clearing the plagque-forming amyloid protein
suspected to be responsible for the majority of neurological
deterioration associated with Alzheimer's disease,” she said.
“But with intravenous injection, the antibody molecules
may be too large to pass through the blood-brain barrier
effectively. That's why there is a need for technology that
can safely deliver antibodies to the brain.”

Shafer and her team are using our drug-delivery technology
to slowly deliver plague-fighting antibodies directly into the
brain. “In recent preclinical studies, we demonstrated that
delivering the antibodies directly to the brain required
significantly lower doses than systemic delivery, with better
efficacy and safety,” Shafer said.

While her team’s work has caught the attention of the
medical community—following results published in the
Proceedings of the National Academy of Sciences—Shafer
noted that the work is very preliminary. “While we are excited
about the results of our preclinical studies, we still have years
of research and testing to determine if we are able to
develop a therapy that can help treat Alzheimer's disease
and other chronic neurological conditions.”







Chinese spinal and orthopedic patients have the most to gain from a joint venture between Medtronic and Weigao. They gain access to potentially

life-changing therapies.

For Weigao

The Chinese company benefits from our manufacturing
expertise. “Medtronic shares manufacturing best practices
with us,” said Huawei Zhang, Vice Chairman of Weigao and
Director of the joint venture. “They have helped us upgrade
technology, improve product design, and better monitor
mass production to improve quality control.”

In addition, being associated with Medtronic has raised
Weigao's profile. “Partnering with Medtronic, the undisputed
leader in spinal implant products, has brought us more
opportunities to collaborate with other multinational com-
panies,” Zhang said.

For Physicians and Patients

Physicians are increasing their knowledge of available prod-
ucts, and being trained how to safely and effectively use
them. “Professional education is a key component of the
joint venture. While physicians at China's academic centers
are already well trained on sophisticated spinal products,
most rural doctors aren’t,” Cannon said.

For patients, the benefit is access to life-changing therapies
that weren't available to them before.

"I saw a 6-year-old girl in China with severe scoliosis who
literally would have died without fusion surgery to recon-
struct her spine,” Cannon said. “The deformity was so severe
it was collapsing her cardiothoracic cavity and eventually
she would have suffocated. In this case,” he said, “it wasn't
enough that we created these wonderful, innovative prod-
ucts. We also had to be innovative in how we could get the
products to this girt who needed them.”

‘M‘édtkonic-Weig‘adJoint \I}en‘t‘uveAt:ﬂA G‘I‘ance .
‘ ; 51% Medtrbni ' . .
‘ . 49% Weigao
. ‘Elhplbyées: 0 Medtrohic .
‘ . 60 Weigao

Headquarters: Weihai, Shandong PfoVince, China

Products: Spinal surgety progucts
Orthopedic products

Trauma and biologic products







Table of Contents

sg g
ta g T

4 Egéﬁ

S e e e

Management'’s Discussion and Analysis of Financial Condition and Results of Operations 18
Reports of Management 46
Report of Independent Registered Public Accounting Firm 47
~ Consolidated Statements of Earnings 48
Consolidated Balance Sheets 49
Consolidated Statements of Shareholders’ Equity 50
Consolidated Statements of Cash Flows 51
Notes to Consolidated Financial Statements 52
Selected Financial Data 102
Investor Information 103

Corporate Leadership 104



Management’s Discussion and Analysis of Financial Condition

and Results of Operations

Understanding Our Financial Information

The following discussion and analysis provides information
management believes to be relevant to understanding the
financial condition and results of operations of Medtronic, Inc.
(Medtronic or the Company). You should read this discussion and
analysis along with our consolidated financial statements and
related Notes thereto as of April 30, 2010 and April 24, 2009 and
for each of the three fiscal years ended April 30, 2010, April 24,
2009 and April 25, 2008.

Organization of Financial Information Management’s discussion
and analysis, presented on pages 1 to 45 of this report, provides
material historical and prospective disclosures designed to enable
investors and other users to assess our financial condition and
results of operations.

The consolidated financial statements are presented on pages
48 to 101 of this report, and include the consolidated statements
of earnings, consolidated balance sheets, consolidated statements
of shareholders’ equity, consolidated statements of cash flows and
the related Notes, which are an integral part of the consolidated

financial statements.

Financial Trends Throughout this management’s discussion and
analysis, you will read about transactions or events that materially
contribute to or reduce earnings and materially affect financial
trends. We refer to these transactions and events as either special
charges (such as asset impairments or contributions to The
Medtronic Foundation), restructuring charges, certain litigation
charges, net, purchased in-process research and development
(IPR&D) and certain acquisition-related costs, or certain tax
adjustments. These charges, or benefits, result from facts and
circumstances that vary in frequency and/or impact to operations.
While understanding these charges or benefits is important to
understanding and evaluating financial trends, other transactions
or events may also have a material impact on financial trends. A
complete understanding of the special charges, restructuring
charges, certain litigation charges, net, IPR&D and certain
acquisition-related costs and certain tax adjustments is necessary
in order to estimate the likelihood that financial trends may
continue.

Our fiscal year-end is the last Friday in April, and, therefore, the
total weeks in a fiscal year can fluctuate between 52 and 53
weeks. Fiscal years 2009 and 2008 consisted of 52 weeks. Fiscal
year 2010 was a 53-week year, resulting in a favorable impact on

our net sales compared to the prior fiscal year.

18 Medtronic, Inc.

Executive Level Overview

We are the global leader in medical technology—alleviating pain,
restoring health and extending life for millions of people around
the world. We function in seven operating segments, consisting
of Cardiac Rhythm Disease Management (CRDM), Spinal,
CardioVascular, Neuromodulation, Diabetes, Surgical Technologies
and Physio-Control.

Through these seven operating segments, we develop,
manufacture and market our medical devices in more than 120
countries. Our primary products include those for cardiac rhythm
disorders, cardiovascular disease, neurological disorders, spinal
conditions and musculoskeletal trauma, urological and digestive
disorders, diabetes and ear, nose and throat conditions.

Net earnings for the fiscal year ended April 30, 2010 were
$3.099 billion, a 50 percent increase from net earnings of $2.070
billion for the fiscal year ended April 24, 2009. Diluted earnings
per share were $2.79 and $1.84 for the fiscal years ended April 30,
2010 and April 24, 2009, respectively. Fiscal year 2010 net earnings
included after-tax restructuring charges, certain litigation charges,
net, and IPR&D and certain acquisition-related costs that decreased
net earnings by $374 million and had a $0.34 impact on diluted
earnings per share. Fiscal year 2009 net earnings included after-tax
special charges, restructuring charges, certain litigation charges,
net, IPR&D and certain acquisition-related costs and certain tax
adjustments that decreased net earnings by $1.114 billion and had
a $0.99 impact on diluted earnings per share. See further
discussion of these charges/benefits in the “Special Charges,
Restructuring Charges, Certain Litigation Charges, Net, IPR&D and
Certain Acquisition-Related Costs and Certain Tax Adjustments”

section of this management’s discussion and analysis.

Net Sales

Fiscal Year
(dollars in millions) 2010 2009 % Change
Cardiac Rhythm Disease Management  $ 5,268 $ 5,014 5%
Spinal 3,500 3,400 3
CardioVascular 2,864 2,437 18
Neuromodulation 1,560 1434 9
Diabetes 1,237 1,114 11
Surgical Technologies 963 857 12
Physio-Control 425 343 24
Total Net Sales $15,817 $14,599 8%

Net sales in fiscal year 2010 were $15.817 billion, an increase of
8 percent from the prior fiscal year. Foreign currency translation
had a favorable impact of $113 million on net sales when compared
to the prior fiscal year. The net sales increase in the current fiscal
year was driven by double digit sales growth in four of our



operating segments. Sales outside the United States (U.S.) were
$6.451 billion compared to $5.612 billion for the prior fiscal year.
Growth outside the U.S. continued to be strong, with six of our
operating segments achieving double digit growth rates. See our
discussion in the “Net Sales” section of this management’s
discussion and analysis for more information on the results of our
significant operating segments.

We remain committed to our Mission of developing lifesaving
and life-enhancing therapies to alleviate pain, restore health and
extend life. The diversity and depth of our current product
offerings enable us to provide medical therapies to patients
worldwide. We work to improve patient access through well-
planned studies which show the safety, efficacy and cost-
effectiveness of our therapies, and our alliances with patients,
clinicians, regulators and reimbursement agencies. Our investments
in research and development, strategic acquisitions, expanded
clinical trials and infrastructure provide the foundation for our
growth. We are confident in our ability to drive long-term
shareholder value using principles of our Mission, our strong
product pipelines and continued commitment to innovative

research and development.

Other Matters

We routinely interact with physicians and other healthcare
providers in order to foster innovations in support of our Mission
to improve the lives of individuals. In particular, we pay consulting
fees for education and training, clinical trial design and
administration, and product design and safety, and we pay
royalties to physicians who make inventive contributions. To
increase transparency about our policies relating to payments to
physicians, we have voluntarily decided to disclose our payments
of $5,000 or more made to U.S. physicians for consulting fees,
royalties or honoraria, beginning in May 2010. The registry of
physician payments can be accessed at www.medtronic.com/

collaboration.

Critical Accounting Estimates

We have adopted various accounting policies to prepare the
consolidated financial statements in accordance with accounting
principles generally accepted in the U.S. (U.S. GAAP). Our most
significant accounting policies are disclosed in Note 1 to the
consolidated financial statements.

The preparation of the consolidated financial statements, in
conformity with U.S. GAAP, requires us to make estimates and
assumptions that affect the amounts reported in the consolidated
financial statements and accompanying Notes. Our estimates and

assumptions, including those related to bad debts, inventories,
intangible assets, asset impairment, legal proceedings, IPR&D,
warranty obligations, product liability, self-insurance, pension and
post-retirement obligations, sales returns and discounts, stock-
based compensation, valuation of equity and debt securities and
income tax reserves are updated as appropriate, which in most
cases is quarterly. We base our estimates on historical experience,
actuarial valuations or various assumptions that are believed to
be reasonable under the circumstances.

Estimates are considered to be critical if they meet both of the
following criteria: (1) the estimate requires assumptions about
material matters that are uncertain at the time the accounting
estimates are made, and (2) material changes in the estimates are
reasonably likely to occur from period to period. Our critical

accounting estimates include the following:

Legal Proceedings We are involved in a number of legal actions
involving both product liability and intellectual property disputes.
The outcomes of these legal actions are not within our complete
control and may not be known for prolonged periods of time. In
some actions, the claimants seek damages as well as other relief,
including injunctions barring the sale of products that are the
subject of the lawsuit, that could require significant expenditures
or result in lost revenues. In accordance with U.S. GAAP, we record
a liability in our consolidated financial statements for these actions
when a loss is known or considered probable and the amount can
be reasonably estimated. If the reasonable estimate of a known or
probable loss is a range, and no amount within the range is a
better estimate than any other, the minimum amount of the
range is accrued. If a loss is possible, but not known or probable,
and can be reasonably estimated, the estimated loss or range of
loss is disclosed in the notes to the consolidated financial
statements. In most cases, significant judgment is required to
estimate the amount and timing of a loss to be recorded. Our
significant legal proceedings are discussed in Note 17 to the
consolidated financial statements. While it is not possible to
predict the outcome for most of the matters discussed in Note 17
to the consolidated financial statements, we believe it is
possible that costs associated with them could have a material
adverse impact on our consolidated earnings, financial position or

cash flows.

Tax Strategies Our effective tax rate is based on income, statutory
tax rates and tax planning opportunities available to us in the
various jurisdictions in which we operate. We establish reserves
when, despite our belief that our tax return positions are fully

supportable, we believe that certain positions are likely to be
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challenged and that we may or may not prevail. These reserves
are established and adjusted in accordance with the principles of
U.S. GAAP. Under U.S. GAAP, if we determine that a tax position is
more likely than not of being sustained upon audit, based solely
on the technical merits of the position, we recognize the benefit.
We measure the benefit by determining the amount that is
greater than 50 percent likely of being realized upon settlement.
We presume that all tax positions will be examined by a taxing
authority with full knowledge of all relevant information. We
regularly monitor our tax positions and tax liabilities. We
reevaluate the technical merits of our tax positions and recognize
an uncertain tax benefit, or derecognize a previously recorded tax
benefit, when (i) there is a completion of a tax audit, (ii} there is a
change in applicable tax law including a tax case or legislative
guidance or (iii) there is an expiration of the statute of limitations.
Significant judgment is required in accounting for tax reserves.
Although we believe that we have adequately provided for
liabilities resulting from tax assessments by taxing authorities,
positions taken by these tax authorities could have a material
impact on our effective tax rate in future periods.

In the event there is a special or restructuring charge, certain
litigation charge, net and/or IPR&D and certain acquisition-related
costs recognized in our operating results, the tax cost or benefit
attributable to that item is separately calculated and recorded.
Because the effective rate can be significantly impacted by these
discrete items that take place in the period, we often refer to our
tax rate using both the effective rate and the non-GAAP nominal
tax rate. The non-GAAP nominal tax rate is defined as the income
tax provision as a percentage of earnings before income taxes,
excluding special and restructuring charges, certain litigation
charges, net, IPR&D and certain acquisition-related costs and
certain tax adjustments. We believe that this resulting non-GAAP
financial measure provides useful information to investors
because it excludes the effect of these discrete items so that
investors can compare our recurring results over multiple periods.
Investors should consider this non-GAAP measure in addition to,
and not as a substitute for, financial performance measures
prepared in accordance with U.S. GAAP. In addition, this non-
GAAP financial measure may not be the same as similar measures
presented by other companies.

Tax regulations require certain items to be included in the tax
return at different times than when those items are required to be
recorded in the consolidated financial statements. As a result, our
effective tax rate reflected in our consolidated financial statements
is different than that reported in our tax returns. Some of these
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differences are permanent, such as expenses that are not
deductible on our tax return, and some are temporary differences,
such as depreciation expense. Temporary differences create
deferred tax assets and liabilities. Deferred tax assets generally
represent items that can be used as a tax deduction or credit in
our tax return in future years for which we have already recorded
the tax benefit in our consolidated statements of earnings. We
establish valuation allowances for our deferred tax assets when
the amount of expected future taxable income is not likely to
support the use of the deduction or credit. Deferred tax liabilities
generally represent tax expense recognized in our consolidated
financial statements for which payment has been deferred or
expense has already been taken as a deduction on our tax return
but has not yet been recognized as an expense in our consolidated
statements of earnings.

The Company’s overall tax rate including the tax impact of
restructuring charges, certain litigation charges, net and IPR&D
and certain acquisition-related costs has resulted in an effective
tax rate of 21.9 percent for fiscal year 2010. Excluding the impact
of the restructuring charges, certain litigation charges, net, and
IPR&D and certain acquisition-related costs, our operational and
tax strategies have resulted in a non-GAAP nominal tax rate of
21.5 percent versus the U.S. Federal statutory rate of 35.0 percent.
An increase in our nominal tax rate of 1.0 percent would have
resulted in an additional income tax provision for the fiscal year
ended April 30, 2010 of approximately $44 million. See the
discussion of our tax rate and tax adjustments in the “Income

Taxes” section of this management’s discussion and analysis.

Valuation of IPR&D, Contingent Consideration, Goodwill and Other
Intangible Assets When we acquire a business, the purchase price
is allocated, as applicable, between IPR&D, other identifiable
intangible assets, net tangible assets and goodwill as required by
U.S. GAAP. IPR&D is defined as the value assigned to those
projects for which the related products have not received
regulatory approval and have no alternative future use. Determining
the portion of the purchase price allocated to IPR&D and other
intangible assets requires us to make significant estimates. The
amount of the purchase price allocated to IPR&D and other
intangible assets is determined by estimating the future cash
flows of each project or technology and discounting the net cash
flows back to their present values. The discount rate used is
determined at the time of the acquisition in accordance with
accepted valuation methods. For IPR&D, these valuation
methodologies include consideration of the risk of the project not
achieving commercial feasibility.



Contingent consideration is recorded at the acquisition date at
the estimated fair value of the contingent milestone payments for
all acquisitions subsequent to April 24, 2009. The acquisition date
fair value is measured based on the consideration expected to be
transferred (probability-weighted), discounted back to present
value. The discount rate used is determined at the time of the
acquisition in accordance with accepted valuation methods. The
fair value of the contingent milestone consideration is remeasured
at the estimated fair value at each reporting period with the
change in fair value recognized as income or expense in our
consolidated statements of earnings.

Goodwill represents the excess of the aggregate purchase price
over the fair value of net assets, including IPR&D, of acquired
businesses. Goodwill is tested for impairment annually, or more
frequently if changes in circumstance or the occurrence of events
suggest that the carrying amount may be impaired.

The test for impairment requires us to make several estimates

about fair value, most of which are based on projected future

cash flows. Our estimates associated with the goodwill impairment
test are considered critical due to the amount of goodwill
recorded on our consolidated balance sheets and the judgment
required in determining assumptions necessary to estimate fair
value, including projected future cash flows. Goodwill was $8.391
billion and $8.195 billion as of April 30, 2010 and April 24, 2009,
respectively.

Other intangible assets include patents, trademarks, purchased
technology and IPR&D. Intangible assets with a definite life are
amortized on a straight-line or accelerated basis, as appropriate,
with estimated useful lives ranging from three to 20 years. We
review all intangible assets for impairment annually or as changes
in circumstance or the occurrence of events suggest the remaining
value may not be recoverable. Other intangible assets, net of
accumulated amortization, were $2.559 billion and $2.477 billion
as of April 30, 2010 and April 24, 2009, respectively.

Net Saies

The table below illustrates net sales by product line and operating segment for fiscal years 2010, 2009 and 2008:

Net Sales Net Sales

Fiscal Year 